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INTRODUCTION

The farmers' mutual fire insurance companies, considered as a

group, occupy an increasingly important position "in the field of

agricultural insurance in the United States. This is clearly shown
by a study recently completed by the United States Department of
Agriculture which makes possible many comparisons with results

from a similar study made 10 years earlier. The total number of
such companies has shown but little increase in the past decade, since

the instances of consolidation of smaller mutuals has largely offset

the number of new organizations. But the volume of their risks, or

insurance in force, shows a striking increase.

From State insurance reports and other sources definite records of

1,950 farmers' mutual fire insurance companies are at hand, but for
39 of these it has not been found possible to obtain satisfactory

statistical data. The actual number of such mutuals would doubtless
slightly exceed the number just given were it possible to include
every one of the smaller unincorporated and nonreporting mutuals
found in a few of the States, and also every one of the incorporated
mutuals which specialize in farm business, although they are legally

authorized to write city business as well.

According to the best figures which it has been possible to obtain,

the total volume of risks on the books of 1,911 of the farmers' mutual
fire insurance companies as of December 31, 1926, amounted to

$9,988,579,744, as compared with a total volume of $5,635,968,039 on
the books of 1,883 such mutuals for which statistical data were obtained

1 The statistical work in the preparation of this circular should be credited verv largelv
to May L. Is bell.
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as of the close of 1916. The business of 1926 was done at the re-

markably low average annual cost of about 26 cents per $100 of
insurance in force.

This marked increase in volume of risks in force between 1916 and
1926 is accounted for largely by two factors—a growth in membership
and an increase in the amount of insurance per member. The latter

increase is in turn due in part to higher values of buildings and per-

sonal property when stated in terms of dollars and in part to a
quantitative increase in insurable property.

The average membership of 1,060 companies which gave informa-
tion on this point in reply to a questionnaire in October, 1926, was
1,762, as against an average of 1.532 members for 1,116 companies
which gave corresponding information in 1916. The amount of in-

surance per member for companies reporting both membership and
risks was $3,144, according to the more recent questionnaire. No
corresponding figure for the country as a whole is available for 1916.

In four States, however—New York, Illinois, Minnesota, and North
Dakota—where the annual insurance reports give membership as well

as risks for all farm mutuals, the average amount of insurance per
member was $3,204 in 1926, as against $2,136 in 1916. The average
volume of risks per company in 1926 was $5,226,886, as compared
with an average of $2,993,079 in 1916.

The business territory of these companies has also increased on the
average during the decade. A clear-cut comparison of business ter-

ritory for the two dates can not be made, partly because only a little

over half of the companies reported such territory and partly because
of other complications. Data on this point, as well as on most other
points discussed on succeeding pages, were obtained through ques-

tionnaires or personal correspondence. State insurance reports, even
when available, usually limit themselves to data on incomes and
expenditures, assets, insurance written, and amount in force.

Nearly one-fourth of these mutuals, according to information ob-
tained, select their business territory on a township basis. The small
township companies, many still restricting themselves to a single

township, are particularly numerous in parts of New York, Pennsyl-
vania, and Wisconsin. About three-fourths use county units in de-
fining such territory; a little over 5 per cent of the total operate on
a state-wide basis. A comparison of the results from the 1926 ques-

tionnaire with those obtained for 1916 indicates a decrease in the
number of companies operating in less than one county, and particu-

larly in the group reporting single townships as their business terri-

tories. On the other hand, an increase is shown in the number op-
erating in more than 1 county, and particularly in the groups of
those operating in 3 counties, in 4 counties, and in 5 to 9 counties.

The single-county group shows little relative change and represents

about one-third of the total number of companies reporting for the

two years under consideration. Two-thirds of the entire number of
companies are found in territorial groups representing 10 or more
townships and not exceeding 4 counties. So far as any one size of

business territory may be said to be typical for farmers' mutual fire

insurance companies, it remains the single county, or a group of town-
ships approximating in area an average countyl
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A very large percentage of the farmers in all Northern States now
have access to a farmers' mutual fire insurance company, and a con-
siderable number are in position to choose between two or more such
organizations. In the Southern States the development of this in-

surance movement is far less marked, and in a few of these States

no companies of the kind here considered are found. To some extent,

) at least, this lack of development of rural fire insurance facilities

may be ascribed to lack of suitable laws under which farmers' mutuals
may be organized. 1

The location, or rather the home office, by county, of each farmers'
mutual fire insurance company of which record has been found is

indicated in Figure 1. «

The value of farm property insurable against fire, and the approxi-
mate percentage of such property, which at the end of 1926 was in-

sured in farmers' mutuals, is shown in Figure 2. More complete
statistical data on this and other phases of farmers' mutual fire insur-

ance will be found in the tables on pages 28 and 29.

A considerable percentage of the insurable farm property which
is not covered by farmers' mutual fire insurance is insured in
joint-stock fire insurance companies or in mutual companies which
do a general fire-insurance business. In all Northern States nearly
all such property is insured on one plan or another. In many of
the cotton States, on the other hand, where farmers' mutual fire

insurance is either unimportant in amount or is entirely absent, and
where commercial insurance rates are relatively high, a majority of
the farmers carry no fire insurance on their property. Comprehensive
figures on farm fire insurance by companies other than farmers'
mutuals are not available. Various local surveys in Southern States

indicate, however, that only about one-third of the farmers have
their property insured against fire. Even when tenants are excluded
and farm owners only are considered, only about one-half carry
fire insurance. This lack of insurance protection in the South
merits serious consideration on the part of all who are interested

in rural-life problems.

COMBINED PROTECTION

A few of the farmers' mutual fire insurance companies, compris-
ing about 8 per cent of the total number, cover losses from fire only,

without giving protection against lightning unless fire ensues. This
limitation as to hazards covered is, in some instances, accompanied
by a corresponding limitation in the kinds of property insured.

Some of these mutuals which cover losses from fire only, do not
insure livestock, and a very few do not insure ' personal property

. of any kind, but limit themselves to the insurance of buildings. In

J such cases separate mutuals are usually found in the territory

which provide fire insurance on livestock only, or on personal

property including livestock.

A little over 13 per cent of the farmers' mutuals cover against

fire, lightning, and windstorm, or, in other words, give so-called

1 The following publication briefly discusses this situation and presents a suggested or
model State law which provides for the organization of farmers' mutual fire insurance
companies. Valgren, V. N. suggestions for a state law providing for the organi-
zation of farmers' mutual fire insurance companies. U. S. Dept. Agr. Circ. 77, 8 p.
1920.
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combined protection. These are. in general, the larger companies
;h operate in entire States or in a considerable number of

counties, but a number of smaller or medium-sized companies are
also found in this group.
The prevailing plan among farmers' mutual fire insurance com-

panies
_

is to cover against fire and lightning, leaving to larger
specialized windstorm companies the writing of protection against
I0S5 from the wind hazard. Xearly four-fifths of the companies
here considered insure against the two closely related hazards of
fire and lightning.

That the lightning hazard should be covered under the fire policy
seems reasonable and desirable, particularly where the insurance
covers livestock as well as buildings, household goods, farm equip-
ment, and farm supplies, but the windstorm hazard differs greatly
from the hazards of lire and lightning. Insurance against loss or
damage from windstorm can be safely written only by a company
with a considerable volume of business distributed over an exten-
sive area. A tornado or other destructive storm affects, as a rule,

not individual buildings or single risks but rather all risks located
in a strip of territory of considerable length and sometimes of con-
siderable width.
To a local mutual company segregation of risks such as is usually

found in farm territory and which may be relied upon to prevent
a serious fire catastrophe is no adequate safeguard against a serious

loss from a single storm. Several local farmers* mutual fire insur-

ance companies have failed as the result of the windstorm losses

incurred. By jDroper cooperation between the local fire insurance
mutuals and larger state-wide windstorm insurance mutuals such
as already may be found in a number of mid-Western States de-

pendable protection against windstorm losses can be obtained at

a minimum of cost.

A number of local fire insurance mutuals which formerly wrote
combined protection have in recent years affiliated with state-wide

windstorm insurance companies and are now placing all coverage
against windstorm in the larger organization.

In 1916 nearly 15 per cent of the farmers* mutual fire insurance
companies for which information was obtained wrote insurance
against windstorm as well as against fire and lightning. The cor-

responding figure now is only about 13 per cent, and it is still be-

lieved to be too large. In fact, it may be doubted that over one-

half of the number still writing combined protection have their risks

sufficiently widely distributecT to justify the continuance of this

practice. So-called insurance which relies upon good luck for sat-

isfactory results rather than upon statistical records and established

laws of average is not true insurance. TTindstorm losses can be
wisely assumed only when the risks of the company have a wide ter-

ritorial distribution. For companies insuring against windstorm,
50 to 100 counties, or a State of average size, is by no means too

large if the variation in annual losses is to be kept within reason-

able limits.
TERM OF POLICY

The prevailing practice among these mutuals with reference to

term or" the contract is to write their policies for a uniform period



FARMERS" MUTUAL FIRE INSURANCE 7

of 5 years. Roughly, three-fourths of the companies do this. About

5 per cent of these mutuals use a 3-year term, and smaller percentages

of the total number issue their policies for other periods of time

varying from a single }~ear to 10 years. The 10-year period is

specified more frequently than any other except the 5-year or the

3-year periods, although only a little over 2 per cent of the com-

panies cover this period in their policies. About 15 per cent of the

total number issue their policies without reference to any specified

time of expiration. These policies are often referred to as perpetual,

though this designation is obviously incorrect,
^
Such policies remain

in force as long as assessments levied against them are paid or until

for one reason or another, they are specifically canceled either by the

company or by the insured.

Too frequent renewal of policies involves needless trouble and
expense. Too long a term, or an indefinite term such as employed
in so-called perpetual policies, involves, on the other hand, a danger

that material changes in value of insured property will occur without

a corresponding change in the insurance. This may result in serious

cases of overinsurance, or in other instances, of underinsurance, un-

less the company periodically inspects its risks and rewrites or

amends its outstanding policies in line with changes in value. The
main argument for the use of policies without any specified expira-

tion date is that it gives at least an appearance of greater permanency
in the membership of the company. Such policies will nevertheless

require modification or reissuance at intervals no further apart per-

haps than is the case with companies writing their policies regularly

for a period of 5 years.

The so-called perpetual policy lends itself better to certain types of

companies doing an urban business than to farm companies. In the

case of urban property a policy frequently covers a single building,

the value of which may be assumed to be relatively uniform over
considerable jDeriods. The farm mutual, on the other hand, usually

issues policies covering an entire farm risk composed of a number of

items, notably a dwelling house, one or more barns, other outbuild-

ings, groups of livestock, and other personal property. Material
changes in the value of one or more of these items are likely to occur
at relatively frequent intervals. Under these circumstances a 5-year

policy represents perhaps the best compromise that can be arrived
at between a desire on the one hand to avoid needless trouble and
expense in the reissuance of policies, and the necessity on the other
hand of maintaining a reasonable adjustment between the amount of
the insurance and the value of the property.

INSURANCE AND VALUE

A tendency to increase the amount of insurance allowed by farm-
ers' mutuals in proportion to the value of the risk has been notice-

able during recent years. According to the results from the 1926
inquiry, out of a total of 1.055 companies which gave information on
this point, the percentage of insurance to value was as follows : 453
companies reported a limit of 75 per cent, 468 others reported a
limit of 66% per cent, and 20 companies reported a limit of TO per
cent. A total of 93 companies reported limits in excess of 75 per
cent, most of these stipulating 80 per cent as the limit, and 21 com-
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panies reported a limit lower than 66% per cent. The average of
the maximum percentage permitted, as reported by these companies,
was found to be 72 per cent, as against a corresponding average of
70 per cent reported in 1916.

In order that a company be of maximum service to its members, it

seems necessary that those who suffer unavoidable loss shall be in-

demnified for such loss as completely as practicable. Experience has
amply demonstrated, however, that it is not possible to insure at full

estimated value without incurring a bad moral hazard in a sufficient

number of instances to affect materially the loss experience of the

company.
Allowance must be made in the first place for possible faulty ap-

praisal, and in the second place for possible changes in market value
during the policy term. If insurance is written for full estimated
value, or for an amount closely approaching such value, it will

necessarily happen in many cases that the building or other subject

of insurance will become overinsured, thus making it to the financial

advantage of the owner that a " loss " should occur. Under such
circumstances the motive of self-interest in the protection of the

insured property has been removed and, instead, a temptation to

bring about the destruction of the property has been created. Al-
though only a small percentage of the members are likely to yield

to a temptation of gain by criminal means, even under economic
stress which frequently accompanies a drop in values, a larger num-
ber are likely to relax in their care and vigilance against fire dangers
when the loss of insured property means a personal gain rather than
a personal loss to them.
The honest and conscientious insured is doubtless better off to have

protection up to about three-fourths or even two-thirds of the value
of his property at a moderate cost than to have full protection with
unduly high insurance costs occasioned by needless or criminal fires

on the part of a certain few. Furthermore, from a national stand-

point all fire losses represent so much diminution in national wealth
regardless of insurance indemnities. For sound and satisfactory

results, both from the point of view of the individual and the Nation,

fire insurance must be written in such amounts only as will at all

times leave the owners of the insured property directly and person-

ally interested in avoiding loss.

As a compromise between a desire to provide adequate protection

on the one hand, and the necessity on the other hand of avoiding a

moral hazard, insurance up to 75 per cent of the appraised value

seems a reasonable provision. With even moderate efficiency in the

appraisals, cases of overinsurance should be rare, if not absent, with

a 25-per cent margin between the value arrived at in the appraisal

and the insurance granted. But to have a nominal limit of 85 or 90

per cent as a few mutuals report, appears to involve a considerable

clanger. A limit of 66% per cent may err on the side of conservatism,

but a limit above 80 is even more likely to prove unwise both from
the standpoint of the company and from that of the members who
contribute toward its losses.

The danger of overinsurance applies more especially to buildings,

which, as a general practice, are separately enumerated and described,

with a stipulated amount of insurance applying to each one. In the
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case of personal property, and particularly that of livestock, which
is usually insured in groups or classes without any stipulated amount
applying on a given article or unit, underinsurance is a more serious

problem than overinsurance. The problem of underinsurance with
special reference to livestock will be discussed later.

In arriving at a figure for reconstruction cost of buildings, some
appraisers use tables giving approximate cost either for square foot

of area or for cubic foot of content. The square-foot plan naturally
requires separate sets of figures for one and two story dwellings.

Both the square-foot and cubic-foot plans require separate sets of
figures for dwellings of different materials and of different degrees
of modernness with reference to built-in heating, lighting, and
water conveniences, and under either plan barns or other classes of
outbuildings require sets of value figures that are different from those
applied to dwellings.

Naturally any tables of this kind must be prepared with special

reference to the State or general locality where they are to be used.

Differences in building costs between different parts of the country,
occasioned by nearness to or remoteness from sources of building
material, by higher or lower labor costs, and by variations in build-

ing practices due to climatic or other causes, make it impossible to

prepare any one set of tables that may be used in all parts of the
country.

In further reference to overinsurance it should be pointed out
that the proper insurable value of a building can not always be
arrived at by the usual methods based on cost of reconstruction with
suitable allowance for depreciation or the present condition of the
building. It is use value to the owner rather than reconstruction

cost which determines the ultimate measure of insurable value.

Unless a building is so adapted to its present use that in case of loss

it would be rebuilt in essentially present form, appraisal based on
reconstruction cost is likely to give a figure in excess of the use value

to the owner. Although an opposite condition is more often found,
it not infrequently happens, particularly in the older sections of the

country, that farms have been overbuilt, and that the present owners
would be better served with smaller and less costly buildings. In all

such cases value in use to the owners, as well as reconstruction cost,

must be taken into consideration in the appraisal and in determining
the amount of insurance that can be granted without incurring a
possible moral hazard.

FIRE INSURANCE ON LIVESTOCK

In the case of buildings the avoidance of overinsurance is par-
ticularly important, but in the case of personal property and more
especially livestock, it is underinsurance that usually requires special

care on the part of officers of farmers' mutual fire insurance com-
panies. Here the individual article or animal is rarely insured for

a stipulated amount, but is covered by a sum applying to all the
articles, or all the animals, belonging in a class or group, as, for

example, household goods, farm implements, horses, and cattle. A
few companies even cover all personal property in a single sum
without dividing it into classes or groups.

18174°—28 2
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A farm building once on fire usually gives rise to a total loss, and
the insured naturally expects as indemnity the full amount of insur-
ance on such building. That all the farm implements, all the hay
and grain, all the horses, or all the cattle should be lost by a single
fire is a more remote contingency. That all the personal property
on the farm should be lost by a single fire is scarcely a possibility,
except perhaps in localities where the various farm buildings are
literally connected with one another. Typically the farmer is in-
clined to disregard the possibility of total loss of personal property
by a single fire and feels adequately protected if he has sufficient

insurance to cover a partial loss. More especially is this true with
regard to his livestock.

For most parts of the country the chief danger to livestock is from
lightning rather than from fire. During a greater part of the year
cattle are in the pasture or in the open fields. Even the horses or
mules are exposed to possible fire loss materially less than half of
the time on the typical farm. When in the pastures or fields, light-

ning is the only hazard to animals covered by this insurance, but
lightning rarely kills more than one animal at a time. The loss of
a number of animals by a single lightning stroke is by no means
unknown, but it is sufficiently infrequent to tend to be disregarded.
For these reasons the person with a herd of a score or more animals

will in many cases apply for an amount of insurance representing a
small part of the value of his herd. In the absence of some special

provision in the company's policy or by-laws, the insured will be
indemnified for any animal or animals lost up to the amount of
insurance carried on the herd. In fact, a man with 30 head of cattle

may largely cover his probable losses with no more insurance than
is properly carried by a neighbor who owns 2 or 3 head. Yet the
former is on the average about 10 times as likely to present the
company with a loss. This leads to grave injustice in the insurance
charges as between different members and discredits the company
by making its costs appear unduly heavy in proportion to its volume
of insurance.

In extreme cases companies have permitted the carrying of a
blanket sum of insurance on all personal property of the member
even though such property was located on several different farms.
Such a plan is, of course, grossly unfair to members with smaller
amounts of property who, in order to have reasonable protection,

must carry relatively full insurance. The extended use of this plan
is certain to undermine the company's standing and weaken its

power of competition with other companies. Many mutuals have
in recent years materially increased their volume of insurance in

force and lowered the rate of their annual assessments by making
their insurance more specific, or, in other words, by insisting that

each member carry a stipulated amount on each class or group
of personal property instead of permitting such property to be
blanketed under a single sum of insurance.

In a further effort to avoid unfair underinsurance of livestock,

which class of personal property particularly tempts members to

unclerinsure, three special methods are being used. The first of
these is specific insurance in a very literal sense ; the second is known
as the distribution or prorating plan ; and the third is the well-known
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coinsurance plan which, except as applied to livestock, is rarely used
by the farmers' mutuals.
Under the first of these plans each animal is separately listed and

described, and is covered by a stipulated amount of insurance. This
plan, which needs no explanation, becomes too cumbersome in prac-

tice, except where farms are small and each member has only a very
few animals to insure.

Under the distribution or prorating plan each class of animals is

usually insured as a group, a stipulated amount being placed on
horses and mules, another amount on cattle, etc. The policy or
by-laws provide that in case of loss the indemnity due on any animal
shall not exceed the value of the animal, nor shall it exceed the

insurance on the group in which the animal belongs divided by the

number of animals in the group at the time of loss, nor shall it exceed
a stipulated maximum amount such as $60 on a bovine animal or

$100 on a horse. This plan effectively defeats any attempt on the
part of owners of larger groups of animals to take advantage of the
company through underinsurance. Assume, for example, that a
member with 10 horses worth $1,200 carries only $400 of insurance

and one of the animals is lost by fire or lightning. His indemnity
under the prorating provision may not exceed $400 (the insurance
carried on the group) divided by the number of animals in the

group, or $40.

Under the coinsurance plan as relating to livestock, the provision

reads in effect that in case of loss the indemnity due shall not exceed
such part of the actual loss as the insurance carried on the group
bears to the value of the group prior to the occurrence of loss. This
will be recognized by insurance men as a 100 per cent coinsurance

clause. The provisions in the preceding paragraph limiting the in-

demnity to actual value and to a stipulated maximum amount are, as

a rule, also used with the coinsurance provision.

Assume the same case as above—$400 of insurance on 10 horses

worth $1,200. The indemnity for 1 horse is limited by the coin-

surance provision to such part of the value of the horse as $400 (the

insurance on the group) is to $1,200 (the value of the group), or one-

third of the value of the lost animal. If this value was equal to the

average for the group, or $120, the indemnity would be exactly $40,
which is the same as the indemnity arrived at under the prorating
provision. Under this coinsurance provision the indemnity, however,
would vary with the value of the animal lost, whereas under the pro-
rating provision it would be the same regardless of the value of such
animal, unless the value fell below a sum equal to the amount of
the insurance divided by the number of animals.
Only 233 companies indicated their plan of preventing underin-

surance with special reference to livestock in reply to the 1926 ques-
tionnaire. Of these, 71 used the prorating or distribution plan, 78
used the coinsurance plan, and 84 stated that they required livestock
to be insured for not less than a stipulated percentage of its value.

The last method can hardly be considered a special plan of dealing
with the livestock problem since the stipulation of a minimum as
well as a maximum percentage of insurance to value is often used also

for other classes of property. None of the companies reporting on
this point indicated that they use specific insurance on each head of
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livestock, but from other sources it is known that a few companies use
this plan. That so few replies were received to this part of the ques-

tionnaire may have been due to a failure of many correspondents
fully to understand the question. No earlier data on this point are
available.

As to the relative merits of the prorating plan and the coinsur-
ance plan, it may be said that the former is somewhat simpler and
more readily understood by all concerned. The coinsurance plan is

somewhat more scientific and leads to more equitable adjustments
when the value of an animal lost varies materially from the average
value for the group.

MAXIMUM RISKS AND REINSURANCE

The maximum individual risk that can be written and retained by
a company without the aid of reinsurance depends on the volume of
the insurance in force over which the loss, when one occurs, will be
spread. Most of the farmers' mutuals provide in their by-laws for
a limit on the amount of the insurance that may be placed on an
individual risk by the company or that may be retained by it as a
net line in case it has reinsurance facilities available. Until recent
years few of the farmers' mutuals were in position to obtain rein-

surance, and even yet a large percentage of them are without needed
reinsurance facilities. Other mutuals have as yet failed to avail

themselves of such facilities when they are within reach.

By an individual risk is meant a building or a group of buildings
with their contents, so situated and constructed as to be subject to

loss by a single fire. In attempting to prescribe a limit on insurance
written on an individual risk the companies have defined such risks

in various ways. According to the 1926 inquiry the most common
definition is based on a stipulated clear space or distance from any
other risk. This plan is followed by more than one-third of the

companies. Under this plan if the dwelling is separated from the

barn by 100 feet or some other specified distance, each of the two
buildings is considered an individual risk. If, on the other hand,
the two are closer together than the specified distance, they together

are held to constitute an individual risk, and the sum of the insurance

on the two must not exceed the maximum amount permitted by the

company on one risk.

Other mutuals evidently consider each building an individual risk

without any specific reference to distance from other buildings. A
smaller number of companies go to an opposite extreme and consider

each group of buildings on a given farm as one risk. Yet other

companies properly consider as one risk a building or group of

buildings subject to loss from a single fire, but give no specific guid-

ance to their officers or representatives as to when a group of build-

ings is or is not to be considered subject to such loss.

Although a group of buildings subject to loss from a single

fire is obviously the true definition of an individual risk, there must
be some definite understanding as to when two or more buildings

are to be held to come within this definition. For this purpose

separation from other buildings seems the logical measure to use,

but it is difficult to say just what distance of intervening clear space

makes a given building a separate risk. In cities where organized



FARMERS' MUTUAL FIRE INSURANCE 13

fire protection is available, TO feet of intervening clear space is

usually held to be sufficient to eliminate any serious hazard from
other buildings, but in the open country where, unfortunately,
organized fire protection is not often available, 100 feet (the distance
required by many farmers' mutuals) is no doubt more in accordance
with the facts of the situation. Even with 100 feet of clear space
between two buildings in cases where no organized fire protection
is available, it is by no means certain that such buildings may not
be lost by a single fire, but the likelihood of such occurrence is

relatively remote, particularly if some first-aid fire equipment is

available, even though this be limited to buckets, water, and a suitable

ladder kept where it can be readily reached.

A few smaller companies properly limit themselves to $1,000 on
any one risk. Limits varying from $2,000 to $6,000 are common
among the average or medium-sized companies. Limits of $10,000
to $20,000 or even higher figures are found among the larger mutuals
of this group, but in such case use of reinsurance facilities is the
rule. In general, the maximum risks accepted by these mutuals are

too large to be considered proper in proportion to the total volume
of risks. Such high limits are usually deemed necessary in order
that the company may accommodate the owners of the larger as

well as the smaller risks in its business territory. Only by taking,

so far as possible, all farm risks can the organization attain its

maximum importance and usefulness. On the other hand, where
the insurance on individual risks is unduly large in relation to

the total insurance in force a single loss may cause a discouragingly
high assessment. The solution is, of course, the distribution of the
burden of larger risks between two or more mutuals either by con-

current insurance or by reinsurance.

Under the concurrent insurance plan, as practiced particularly in

Minnesota but also in some other States, the local mutual issues

a policy on a larger risk for such amount as it deems itself qualified

to carry, and one or more adjoining mutuals then assume the balance
of the risk on their own direct policies also issued to the insured.

A Minnesota farmers' mutual is authorized by law to issue policies

of concurrent or joint insurance on risks outside as well as within
its regular business territory as outlined in its by-laws.

The more common practice, and one that has grown in recent years,

is for the local mutual to issue its own policy for the total insurable

value of the risk, and then reinsure with another company such part
of the risk as it finds necessary to reduce its own liability to an
amount within its capacity. In some of the States, farmers' mutuals
may accept reinsurance from other companies as well as cede rein-

surance to them. In other States they may cede reinsurance but may
not accept such reinsurance. To facilitate the handling of large

risks, special reinsurance companies for the farmers' mutuals have
been organized in a number of States. The first company of this

kind was organized in Iowa in 1907. Similar companies are now
in operation in at least five other States, namely, Minnesota, Indiana,
Illinois, North Dakota, and Missouri.

Notwithstanding the facilities offered by these special reinsurance

companies and the fact that in many other States reinsurance is

possible between the direct-writing mutuals, less than one-third of

these mutuals, according to the 1926 inquiry, avail themselves of
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reinsurance. This denotes a decided progress, however, since, ac-
cording to the earlier inquiry, in 1916 only about 8 per cent of the
reporting companies reinsured any part of their risks.

Eeducing the net liability on larger risks by means of reinsurance
offers one of the best means of avoiding occasional heavy assessments
and of adding to the stability of these companies. No local mutual
should needlessly jeopardize its reputation and its opportunity for
service by exposing itself to heavy losses where means are already at
hand for limiting its net liability on individual larger risks to
amounts commensurate with its volume of insurance in force.

Where the laws of the State prevent such action the laws should be
amended, and where suitable facilities are lacking, even though
authorized by law, they should be provided.

CLASSIFICATION AND INSPECTION

Judging from the 1916 and 1926 studies, there was very little

change during the 10-year period in the percentage of companies
which classified their risks for premium or assessment purposes. Of
the companies reporting, those who used classification represented
about 31 per cent of the total number in each study. For the later

date a total of 677 companies reported that they used no form of
classification, and 298 reported that they classified on one plan or
another.

Some of the companies which at the earlier date, had only a par-

tial classification have elaborated their plan to allow for additional
differences in fire hazard represented by various risks. But even at

the later date most of the companies that report some kind of classi-

fication base this classification on onjy a single consideration, such

as the presence or absence of lightning rods on buildings, distance of
a building from other risks, or use of the building, thus differentiat-

ing between dwellings and barns or other outbuildings. Sixty-four
companies which reported classification indicated that they have a
more complete classification, taking into consideration several out-

standing differences in the fire hazard represented.

~No classification of farm buildings can be considered as much
more than a beginning unless it takes into consideration at least the

following outstanding features : Kind of building with reference to

use—that is, dwelling, barn, granery, etc. ; material of which the build-

ing is constructed, with separate recognition of the roofing mate-
rial ; absence or presence of lightning protection ; and distance from
other buildings, with special reference to distance between the dwell-

ing, where fire is used, and the barn or barns which have readily

ignited contents of hay and straw. Contents of a building may well

take the same rate as the building; livestock may properly be classi-

fied on the basis of whether or not pasture fences on the farm are

grounded at reasonable intervals against lightning.

The classification adopted will properly vary more or less with
conditions prevailing in the part of the country where it is intended
to apply. The following classification which was suggested by the

department 2 some years ago has been closely followed by a number of
farmers' mutuajs

:

2 Valgren, V. N. the organization and management of a farmers' mutual fire
insurance company. U. S. Dept. Agr. Bui. 530 : 27. 1917.
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CLASS A

Brick or stone dwellings with roof of slate, metal, or other noncombustible
material, when properly rodded against lightning.

CLASS B

Brick or stone dwellings with wooden roof, when properly rodded.

Wooden dwellings with roof of noncombustible material, when properly

rodded.
Unrodded brick or stone dwellings with roof of noncombustible material.

CLASS C

Wooden dwellings with wooden roofs, when properly rodded.

Unrodded brick or stone dwellings with wooden roof.

Unrodded wooden dwellings with roof of noncombustible material.

Granaries, corncribs, and hog houses located not less tban 100 feet from the
dwelling, nor less tban 50 feet from the barn, such buildings being properly

rodded in all cases where the insurance applied for is $200 or more.
Live stock not pastured during the summer months except where all fences

are properly grounded.

CLASS D
Barns properly rodded.
Unrodded wooden dwellings with wooden roofs.

Granaries, corncribs, and hog houses located nearer the dwelling or the
barn than as specified for class C, or lacking the lightning protection required

for that class.

Livestock pastured during the summer months where fences are not properly

grounded.
CLASS E

Unrodded barns and other property deemed to be of similar hazard.

A classification of farm risks for premium or assessment purposes
is required both by justice and by expediency. To charge the same
rate, for example, on a well-constructed dwelling even when built of

stone or brick with a roof of fire-resistive material and protected

against lightning, as is charged on an unprotected frame barn with
its readily ignited hay and straw contents, is to disregard important
differences in the fire hazards involved. No classification or rating

plan ever devised will give perfect justice as between the owners of

different risks, but a reasonable approach to an equitable distribution

of insurance costs can readily be made.
The closer approach to justice made possible by a classification or

rating plan safeguards a company against dangerous competition
for its more desirable risks. It also encourages the improvement of
risks and the general lowering of the fire waste as well as the annual
insurance costs. The all-one-rate plan neither rewards nor en-

courages better construction and the application of available safe-

guards against fire dangers.
By charging an initial premium or assessment at the time of writ-

ing the insurance, proportional to the fire hazard as reflected in

classified rates, and then basing future assessments on the initial

charges, a classification of risks adds little if anything to the clerical

work of the secretary. In fact, if the initial charges are so adjusted
as to cover one year's average cost of insurance, the assessment may
often be made the exact equivalent of the initial charges, thus obvi-
ating all calculation in arriving at the amount to be collected from
each member. In any case the initial charge received and recorded
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when the policy is written constitutes as convenient an assessment
basis as does the amount of insurance carried.

Some additional work will be occasioned by the transfer from an
all-one rate to a classification basis, but this work is believed to be
well worth while in that it makes the insurance costs more equitable,
guards the company against alienation of the members with more
desirable risks to insure, and has an educational value as it calls

attention, by means of the rates on different classes of property, to
safe construction and loss-prevention features.

For many parts of the country the following rates for the various
classes will be found to be suggestive of the probable annual cost

for each class. For other sections these rates may be used as a
tentative guide to relative differences between the classes even
though the scale as a whole is graded either up or down.

Class A, 15 cents per $100 of insurance.
Class B, 20 cents per $100 of insurance.
Class C, 25 cents per $100 of insurance.
Class D, 33 cents per $100 of insurance.
Class E, 40 cents per $100 of insurance.

Eates, as well as the classification to be adopted, should in all

cases be considered in the light of local conditions and local experi-
ence in so far as data on such experience are available. These sug-
gested rates have been arrived at on the basis of such information
as it was possible to obtain.

A classification of risks encourages, and to some extent necessi-

tates, an inspection of risks at the time the application for insurance
is taken. As a rule, however, the representatives of the company
who take applications for insurance are not thoroughly trained

inspectors. In any case if a policy runs five years or longer a rein-

spection during the policy term is highly desirable and offers signifi-

cant possibilities of reducing the loss rate of the company. Such
special inspection during the term of the policy is not generally pro-

vided for by the farmers' mutuals, but the practice is gradually

increasing.

In the 1926 study a total of 1,049 companies reported on their

practice with reference to inspection of risks. Of these, 989 compa-
nies stated that in all cases they insist on inspection at the time the

application is taken. Sixty companies indicate that such inspec-

tion is not in all cases insisted upon. In reply to a question with

reference to a special inspection during the policy term, 1,033 com-
panies replied. Of these, 245 companies stated that they provide for

one or more special inspections during the policy terms; 724 com-

panies indicated that they provide for no such special inspection.

Sixty-four companies stated that they occasionally make reinspec-

tion of risks during the policy term. No corresponding figures are

available from the 1916 inquiry.

In all inspections of farm risks special attention should be given

to the chimneys or flues, and particularly to that part of the flue

in or immediately beneath the roof of the building. Some special

inspectors carry with them material for making small or temporary

repairs on the chimneys inspected if minor defects are discovered.

Another fire hazard that deserves special attention in an inspec-

tion program is that involved in weather-beaten or dilapidated
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shingle roofs, particularly on the dwelling, where sparks from stoves

are likely to set fire to such roofs. If rebuilding of the roof is found
necessary, serious attention should be given to the use of special fire-

resistive material. A new shingle covering is, however, relatively

safe in comparison with one consisting of weather-beaten and warped
shingles on which sparks find ready lodgment.

All lightning rods on buildings should be carefully inspected to
I make sure that the electrical contact between the points above the

roof and the ground is unbroken. Special attention should be given
to the condition of the rod at the point where it enters the ground,
since at this point more than at others it is subject both to chemical
action and to accidental injury. The system should be examined with
reference to its adequacy and its compliance with modern require-

ments for lightning protection. Buildings which have substantial

metal roofs, all parts of which are in electric contact, may be safe-

guarded by merely adding proper grounding rods. In all cases

where the important buildings of the farmstead are not rodded the

need of protection against lightning should be properly stressed. If

the company makes allowance in its premiums and assessments for

proper lightning protection, the saving to the insured in his annual
insurance cost may be emphasized as an added inducement to bring
about the needed improvement.
Other conditions and practices bearing on the fire hazard should

also be given attention. Among such conditions and practices may be
mentioned the lighting equipment of the building, the disposition of

ashes from stoves and furnaces, needless and unjustifiable storage

of rubbish in attics, basements, or other places, all of which tend to

breed fires and to encourage their spread when once started. The
proper and safe storage of matches, out of reach of small children,

should be encouraged or insisted upon. The method of storing and
handling kerosene and gasoline should be noted, and careless prac-

tices, if any, should be clearly pointed out and strongly condemned.
Any practice of smoking in or about outbuildings should be con-

demned and as far as possible prohibited.

The farmers 5 mutuals as a class are not availing themselves of
special inspection as a general rule, but, fortunately, the practice

seems to be gaining. This is true of all groups of fire-insurance

companies, as well as among the farmers' mutuals. In general, the
prevention of fires by inspection and other means is less costly than
indemnifying for fires that have already occurred. Here, as in other

fields of human activity, prevention is both cheaper and better for

all concerned than is the cure after loss or damage has already
occurred.

The farmers' mutual fire insurance companies as a rule have a
peculiar advantage over other fire insurance companies in the matter

) of inspection of risks. They usually operate in a limited territory

and have on their books a relatively large percentage of the farm
risks within such territory. This means that inspections of the
risks insured by them can be made with a minimum of travel and ex-

pense. An inspector for many of these companies will require little,

if any, more travel per farm visited than is required of the town-
ship or a county assessor, since frequently every risk for a consider-
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able distance along the road Trill be found on the company's books
and hence be subject to inspection. Certain farmers' mutuals that
have adhered strictly to an inspection program have been able to elimi-

nate a surprisingly large percentage of the losses to be expected
on the basis of the experience of other companies which have not
followed this practice. A careful periodic inspection of risks by
qualified inspectors represents one of the most effective means of
reducing the loss rate that are open to the farmers' mutuals. (

METHODS AND COSTS OF GETTING BUSINESS

Out of 1,083 companies giving information in 1926 on their meth-
ods of getting business, 488 companies, or 45 per cent, indicated that
all applications for insurance are taken by regular officials of the
organization. The remaining companies which reported rely wholly
or in part on agents for taking applications for insurance. Accord-
ing to the 1916 inquiry, slightly over 50 per cent of the companies
relied exclusively on the regular officials for the promoting of the
business. It would seem that the practice of employing agents has
increased somewhat during the decade.

In both inquiries, however, a large percentage of the companies
which reported employing agents indicated that applications were
taken by officers and by agents, or by directors and by agents. Fur-
thermore, in some cases one or more of the directors or officers are
specifically designated as agents for soliciting insurance, and some
of these companies may have reported that applications are taken
by agents only, when it would have been equally correct to say that
their applications were taken by designated officers or directors. In
general it may be said that the major part of the applications for
insurance in these companies continues to be taken by officials

rather than by agents who are not also officers or directors. The
outstanding exceptions to this rule are found mostly in the larger

or state-wide companies in which the officers and directors can not
in any case properly cover the business territory. A few of the

smaller and more typical companies also delegate the acquisition of
business to one or more agents instead of placing this duty on the
directors.

The prevailing plan of compensation for the taking of applications

is that of a fixed fee per application rather than a commission based
either on the volume of the insurance or on the initial premium
collected. About 60 per cent of the companies adhere strictly to the
fixed-fee plan. Of the remaining companies, about one-fourth use
the commission plan, and the others use either a per diem allowance,

a graduated-fee plan based on the volume of insurance applied for,

or a combination of the fee and commission plans.

A comparison of the reports for 1926 with those of 1916 indicates /

only minor changes in the methods of compensation for the taking W>

of applications. The straight commission plan seems to have lost a
few adherents, and the same is true of the single fixed-fee plan,

whereas a slightly increased number of companies are using one of

the combination plans.

The commission, the graduated-fee, and the combination plans

in use are of such varied nature that it is difficult to make any com-
parison as to actual compensation paid in 1926 and in 1916. In the
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case of the single-fee plan, however, the reports indicated that the

average of such fee per application taken was $1.62 in 1926, as against

$1.28 in 1916. The most common fee, according to the 1926 reports,

is $2, which is used by nearly one-third of the companies that rely

exclusively on this method of compensating for the acquisition of
business. A fee of $1 is paid by more than one-fourth of the com-
panies in this group and a fee of $1.50 is allowed by almost exactly

another fourth. Most of the remaining companies pay either $2.50

or $3. A very small number of companies allow fees of less than

$1 ; even fewer allow fees exceeding $3.

The fixed-fee plan has important advantages in addition to its

simplicity. If a stipulated amount is paid for each application it

leaves the representative of the company entirely disinterested as to

the amount of insurance placed on a risk. He is free to advise larger

or smaller amounts of protection than those suggested by the appli-

cant without bias, either actual or suspected, because of any direct

personal interest. The prevalence of this plan among farmers'
mutuals is believed to account in considerable measure for their

general freedom from cases of overinsurance and their continued sat-

isfactory experience during recent years when companies operating
on a commercial basis have, as a rule, found farm risks decidedly
unprofitable. This fee plan can not well be applied to urban business

where risks vary in insurable value from a few hundred dollars to

as many million dollars, but it is practicable in the case of farm
risks. The latter also vary materially in size, but it is little more
trouble for an agent to write a large farm risk than a smaller
one. The appraisal is arrived at, as a rule, by relatively simple
common-sense methods, and there are no complicated rating schedules
to apply in calculating the premium or initial assessment.

There is little doubt that if the farmers' mutuals were to discard
this plan for the commission plan they would in numerous cases

find themselves confronted with the same difficulties which have been
encountered by commercial companies in the writing of farm risks. It

is possible, by careful selection of agents and efficient supervision

of their work, to safeguard the company to a considerable extent
against overinsurance even under the commission plan of compensa-
tion. Nevertheless, a plan such as the fixed-fee-per-appiication,

which avoids entirely any conflict between the personal interest of
the agent and the welfare of the company, is much to be preferred
whenever circumstances permit of its use. Even one agent out of
a hundred who yields to the temptation to overinsure in order to

increase his commission is likely materially to affect the loss experi-

ence of the company.

PREMIUMS AND ASSESSMENTS

Of the farmers' mutuals that reported in 1926 on the methods of
raising funds, only 11 per cent indicated that the full expected cost

of the insurance is collected in advance. The remaining 89 per cent
of the companies rely wholly or in part upon assessments levied dur-
ing the term of the policy. The mutuals operating on the advance-
premium plan, or advance-assessment plan as it is sometimes called,

have with negligible exceptions the right to collect additional

amounts by assessment should such action become necessary in order
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to meet obligations assumed. But the need for such additional
amounts is, as a rule, not expected to occur, and in many cases the

surplus or reserve of the company is such as to make this need an
extremely remote possibility. The advance-premium plan appears
to have been gaining in favor among the farmers' mutuals since

1916, when only 25 companies out of a total of 1,161 that reported
followed such a plan. t

The assessment plan was originally adopted by these mutuals
and is still defended and adhered to by a majority of them on the
ground that by this plan the burden of the insurance cost to the
farmers is least oppressive. In large measure the members are

called upon to pay only as the money is needed by the company for

losses and expenses of operation. Even a plan or idea which is

fundamentally sound can be carried too far. Under this assessment
plan in its elementary form only enough is collected to cover a loss

which has actually occurred, and with the growth of the company
assessments may become so frequent as to be a nuisance regardless

of the limited amounts involved. They also become a needless and
heavy expense upon the company itself.

According to the 1926 inquiry, about one-half of the companies
that rely upon assessments for funds had levied five assessments
during the preceding five years, or one per year. Among the other
half of these companies fewer than one assessment per year had been
decidedly more common than the opposing condition of averaging
more than one assessment per year. The actual figures obtained from
the 1926 inquiry may be of interest on this point since the entire

group of farmers' mutuals are sometimes loosely referred to as

assessment mutuals.

A total of 939 companies reported the number of their assessments
during the preceding five years. Of these, 466 had had 5 assessments.

Four assessments for the 5-year period were reported by 105 com-
panies, 3 by 100 companies, 2 by 91 companies, and 1 assessment
only by 42 companies. Of the companies which reported more than
1 assessment per year, 46 companies reported 6 assessments for the

5-year period; 29 companies reported 7; 11 companies reported 8;

and 10 companies reported 9. Of the remaining 39 companies, 32
reported from 10 to 14 assessments and 7 reported from 15 to 20
assessments. The maximum number of 20 assessments was reported
by 2 companies. Summarizing these figures it is found that 338

of the companies which reported on this point had had less than 5

assessments in five years, 135 had had more than 5, and 466 had had
exactly 5 assessments.

A detailed comparison of these figures with those obtained from
the 1916 inquiry and published in the department bulletin 786 3 does

not seem justified. It may be stated, however, that the proportion of/

companies having over one assessment per year showed a marked
decrease during the decade and that the proportion of companies
levying one assessment per year represents both an absolute and
relative increase. In other words, among these farmers' mutuals
that rely regularly upon assessments and that represent about 89

per cent of the total number of such mutuals the practice of annual

3 Valgren, V. N. prevailing plans and practices among farmers' mutual fire
insurance companies. U. S. Dept. Agr. Bui. 786, 16 p., illus. 1919.
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assessments is gaining in favor. It may also be said that, to an in-

creasing extent, one annual assessment, frequently termed the initial

assessment or initial premium, is collected at the time the application

for insurance is taken.

The last-named practice, which on the whole is believed to be a

^ sound one, should be accompanied by a practice of exempting from
9 the next regular assessment all policies issued during the last half

of the assessment year. In the absence of such a provision those

who have recently taken out insurance and paid a sum approximately
equal to one annual assessment will almost invariably resent receiving

an assessment notice shortly after their first payment.4

Another method that avoids this difficulty is that of providing for

the levying of assessments, not at any given date for all policies but
according to the month in which each policy was issued. Under
this plan it is usually provided that each policy shall be assessed

annually on the first day of the month in which falls the anniversary
of the policy. The rate of assessment to be applied during the
ensuing year against all policies is fixed in advance by the board of
directors, with due consideration to the past experience of the com-
pany and the surplus on hand in the treasury. This plan is par-

ticularly desirable for larger companies, since it distributes through-
out the year the work of making out assessment notices and looking
after collections instead of having these duties result in a seasonal

peak load of work.
In any case the plan of annual assessments has much to recom-

mend it as against the practice of more frequent assessments. It

has some advantage also over the plan of making more rare assess-

ments at irregular intervals, in that the assessment will be antici-

pated by the member instead of coming as a more or less unpleasant
surprise.

Annual-advance assessments as compared with post-loss assess-

ments have the further advantage that the company has on hand
funds with which promptly to meet its losses as they occur. It thus
presents a sounder appearance as a business organization to all who
come in contact with it. Furthermore, if a member leaves the com-
munity shortly before an assessment is levied, or if for any reason
an assessment levied against a member can not be collected, the

company will normally lose nothing on the protection it has pro-

vided, since this protection is paid for annually in advance. Under
this plan of annual-advance assessments the company invariably

retains the right to levy a special or extra assessment should occa-

sion arise, but under proper management which anticipates even
relatively remote contingencies, the necessity of a special assessment
can be rather effectively guarded against.

) More than four-fifths of the farmers' mutuals continue to oper-

ate on a plan of unlimited liability under which each member obli-

gates himself to pay his pro rata share of losses and expenses. The
remaining companies limit the member's liability to stipulated

amounts.
The obligation to pay assessments on the part of the insured is

assumed as a rule by the acceptance of the by-laws of the company

4 For specific suggestions on avoiding this difficulty see the following publication

:

Valgren, V. N. Op. cit., 1917, pp. 25-26,
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or as the result of a special clause in the insurance contract. Only
about one-sixth of the companies require the signing of a special

premium note, and these as a rule are in the group which has lim-

ited liability.

In a mutual which is properly incorporated under a suitable law
and which insures only farm property against the hazards of fire /

and lightning the member assumes no serious obligation under the t
prevailing plan of unlimited liability for assessments. Fire losses

even on segregated farm property may, in a given year, exceed the

amount anticipated, but nothing corresponding to a city conflagra-

tion is possible in typical farming territory. Only where the wind-
storm hazard is also assumed by a company operating in a small
area is the unlimited-liability provision a serious matter to the
members of a typical, properly incorporated farmers' mutual.

SURPLUS OR RESERVE

The large majority of the farmers' mutual fire insurance companies
have no regular program with reference to the question of surplus
or reserve. The original plan under which many of these companies
began business contemplated that assessments would be levied when-
ever substantial losses occurred, and under this plan no appreciable
surplus or reserve was deemed necessary.

With the growth of the companies in membership and in risks,

and with the more general adoption of the annual-assessment plan,

increasing attention has been given to the keeping of this annual
assessment relatively uniform in amount from year to year. Al-
though this can be partially accomplished by reinsurance of parts

of the larger risks assumed, unless the blanket reinsurance is also

used such action does not guard against a relatively heavy cost in

some years by reason of an unusual number of small or moderate-
sized losses. A reasonable surplus or reserve, built up in years when
Josses are normal or below normal, is one of the simplest and most
effective ways of supplementing other means for keeping the annual
assessments fairly uniform and of spreading out the loss burden so

that its weight will be least oppressive.

The entire object of insurance, aside from loss-prevention activi-

ties which are properly a part of insurance, is to equalize the loss

burden as to time as well as to place. The equalization as to place is

accomplished by spreading the burden of a given loss among the

members of the company, or in the case of a heavy loss covered in

part by reinsurance, among the members of several companies.
'

Further equalization, as to time, is best achieved by means of a

surplus or reserve which in years of unusually heavy losses can be

drawn upon to cover a part of such losses. This results in a distri-
^

bution of the burden from a year of unusually heavy losses over

several years, instead of having it all rest upon the year in question.

No thoroughly satisfactory comparison can be made to show the

development of the reserve idea among these companies during the

decade 1916 to 1926. But the inquiries of these two dates do indi-

cate that although less than one-fourth of the farmers' mutuals had
any definite plans for equalization of loss burdens by means of re-

serve in 1916 about two-fifths of these mutuals did have some
provision of this kind in 1926.
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A large surplus or reserve in proportion to the insurance in force

is not necessary in the case of a typical farmers' mutual, since a

conflagration loss can not occur. A reserve of about $2,000 or

$3,000 per million dollars of insurance, which means for most
sections of the country an amount equal to approximately one year's

total cost of insurance, is believed to be ample, particularly where
> net risks are held to moderate amounts by means of reinsurance.

This means that the company should so plan and operate that

the reserve mentioned should, in a normal year, be on hand even
immediately prior to the collection of a new annual assessment. In
the case of a mutual which uses the monthly-assessment plan by
grouping its policies for assessment purposes according to the month
in which each was issued, this reserve should practically be on hand
at all times except after the occurrence of losses that are heavier

than normally experienced. Where State laws do not permit the

building up and maintenance of reasonable surpluses by farmers'
mutuals the laws should be amended in the interest of sound and
practical insurance methods.
One of the most frequent causes of dissatisfaction among the

members of a farmers' mutual is the necessity of levying an assess-

ment which is materially heavier than the members had been led to

expect by earlier experiences. The avoidance of such necessity by
means of building up and relying upon a reasonable surplus or
reserve to absorb the shock of unusual losses which are almost cer-

tain to occur at some time, is in the interest of the company and
its members. It also gives the company an appearance of stability

and soundness which strengthens its standing with other business

institutions with which it comes in contact.

STANDARDIZATION OF FORMS AND PRACTICES

The farmers' mutual fire insurance companies have hitherto been
characterized by a wide diversity in their forms and practices. Ap-
plication blanks, policy forms, attachment clauses, and the systems
of records in use, as well as methods of conducting the routine of
the business have differed materially not only between companies in

different States but even between adjoining companies in the same
State. This diversity has been of some value in that a great many
forms and methods have been tried out in practice so that their

relative merits can be compared. In general, however, it has placed
the companies under a needless disadvantage, and this disadvantage,
where diversity continues, tends to increase rather than decrease.

Fortunately, in recent years, a tendency away from the extreme
diversity that has existed in the past and toward a standardization

\ of methods and practices has been in evidence. This tendency has
been strongly promoted by the various State associations of farmers'

mutuals and by the National Association of Mutual Insurance Com-
panies. In 21 States all or a considerable part of the farmers' mutual
fire insurance companies are members of a State association. These
associations, which as a rule arrange for annual conventions of

representatives of the member companies, have as their object the

comparison of methods and experiences of the companies and the

general improvement of the organizations. In several of the States

that have such associations, notably in New York, California, and
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Indiana, considerable progress has been made toward standardizing
forms and practices. In several other States (among them Iowa,
Kansas, Missouri, and North Dakota) committees of the respective
State associations are now at work on the problem of standardization.

Several distinct advantages may be mentioned as accruing from a

standardization of the farmers' mutual fire insurance business within
each State if not for the country as a whole. First there is the possi-

j

bility of a substantial economy in connection with the printed forms
used by the companies. When all, or at least a considerable number,
of companies in a State use the same policy form and the same printed
blanks for other purposes, including the records of the business, these
forms can be ordered in bujk for all the companies cooperating, or

arrangements can be made to have them stocked by a designated
printing firm. Under either of these methods such forms can be
obtained by the individual company at a material saving as compared
with the cost of supplying the company through a special order from
a printer.

Cooperation between different companies for reinsurance purposes
is greatly simplified when the companies which cooperate in this

manner use the same forms and follow similar practices. Insurance
costs will tend to be more similar if the same methods of conducting
the business are employed, and many possibilities of difficulty and
misunderstanding will be removed if the policies and other forms
which together comprise the insurance contract are uniform. Prob-
lems of reinsurance alone would justify serious efforts toward bring-

ing about greater uniformity.
Farm-mortgage agencies would look with greater favor upon the

policies of farmers' mutuals as part of the collateral in connection

with loans if these policies were standardized as to form. This con-

sideration is of increasing importance by reason of the large mort-
gage institutions now in the field, many of which operate in a num-
ber of States if not in all States of the Union. To concerns like the

Federal and joint-stock land banks, the mortgage departments of

larger life-insurance companies, and others, all of which come in

contact with a very large number of farmers' mutuals, diversity in

the insurance contracts and other forms involves considerable trou-

ble and annoyance. A standardization of such contracts would ma-
terially improve the esteem in which farmers' mutuals are held by
these loan agencies.

Finally, a greater standardization of their forms and of their

methods would tend to strengthen the position of these companies

with the State insurance departments as well as with the general

public. A legal decision that clears up a given point would apply

to many companies instead of to a single one, and in general the

insurance contracts of these mutuals would become more widely /

known and better understood.

STATISTICS FOR 1926

Although the position of farmers' mutual companies in the field

of farm fire insurance was indicated to some extent in the introduc-

tory pages of this bulletin, more complete statistical data, by States

and by geographic divisions, as well as for the country as a whole, is

of interest. Such statistics will be found in Tables 1 and* 2, pages
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28 and 29. The first of these tables shows the quantitative im-
portance of this form of insurance; the second gives data for cost

of insurance protection from this source. The volume of insurance
carried by these farmers' mutuals, which for the close of 1926 ap-
proached $10,000,000,000, will be a matter of surprise to many readers,

as will the low annual cost, averaging for the United States about 26
cents per $100.

The number of companies, as shown in the first column of figures of
Table 1, requires no comment except for the State of North Carolina.

One of the companies given for this State has 21 county branches.

Legally these branches are a part of the parent company, but in

reality each branch is an insurance company, since each issues its own
policies, collects its own premium or assessment charges, and pays its

own losses. For this reason each county branch is shown separately

on the dot map (fig. 1, p. 4), the special purpose of which is to

show the territorial distribution of farmers' mutual fire insurance

companies.
The figures in the second column of Table 1 indicate roughly the

number of members insured in these companies, but for most of the

States they slightly exaggerate the actual number. In a few States

the insurance reports give number of policies in force but not the

membership of the companies. Similarly in States where reliance

had to be placed on reports from the individual companies some
officers gave policies in force instead of number of members, even
though the latter was called for in the questionnaire. In general

a member of one of these companies has only a single policy covering
all his insurable property, but in cases in which a member owns
more than one farm the property on each will, in most cases, be
covered in a separate policy. In the case of many States, therefore,

the figures indicate more accurately the number of farms covered
than the number of members. Only in relatively few States, how-
ever, would an adjustment from a policy basis to a membership
basis show a material reduction, and no satisfactory basis for such
adjustment has been found. For the States of New York, Illinois,

Minnesota, and North Dakota the figures given represent actual

membership as reported to the insurance commissioners by the
companies.
Probably the outstanding facts about the third column of Table 1,

aside from the total volume of insurance, is the rather pronounced
concentration of this insurance in the Middle Atlantic and North
Central States, where farm property values are relatively large.

Attention has already been called to the distribution of this insur-

ance among the various States in connection with Figure 2, page 5.

The value of insurable farm property as shown in column 4 is

based on the 1925 Census of Agriculture. 5 In arriving at these fig-

ures the following items from the census reports were included for

each State: (1) Value of farm buildings, (2) value of farm imple-
ments and equipment, (3) value of livestock, (4) one-fifth of the

value of farm crops produced in 1924. Such part of the value of
farm crops was added to the other forms of insurable property on
the assumption that an average of approximately one-fifth of such
crops remained on the farm and were subject to insurance throughout

5 United States Department of Commerce, Bureau of the Census, united states
census of agriculture, 1925. Pts. 1-3, illus. Washington, D. C. 1927.
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the year. A considerable part of the crops produced are marketed
immediately upon being harvested. Other parts of such crops are
stored on the farm either for future marketing or for use as feed or
food on the farm, the amount so stored varying from a substantial
part of the crop during the early part of the crop year to a negligible
quantity immediately prior to the next harvest. Taking into consid-
eration all these facts, it was decided to include the above-mentioned
fraction of such crops.

Finally, the sum of the above items was increased by one-ninth
to allow for the value of household goods, which invariably repre-
sent a part of the farmers' property insurable against fire, but which
is not included in any of the four items above enumerated. No con-
clusive figure has been obtained for the percentage of the farmers'
insurable property which consists of household goods, including fur-

niture, clothing, musical instruments, sewing and washing machines,
and other household equipment and supplies, but such information
as is available points to an average of about 10 per cent as a con-
servative estimate. Raising the sum of the first four items by one-
ninth, on the assumption that said sum is equal to 90 per cent of the

total insurable farm property, gives a final total for each State as

recorded in column 4, which for the United States as a whole
amounts to $23,100,256,596.

To indicate the approximate percentage of the total of such farm
property which was insured by these mutuals, it was necessary to

arrive at figures representing the values of the farm property thus
insured. As the farmers' mutuals limit the insurance granted to a

stipulated percentage of the value, the average ratio of insurance to

value permitted by the by-laws of these companies being about 72 per

cent, it follows that the farm property actually covered by these

companies represents a total value somewhat over one and one-third

times the insurance in force on such property.

Nearly all of these companies insure some property, such as

country schoolhouses and churches and segregated risks in the out-

skirts of cities and villages, which does not come within the defini-

tion of farm property as used by the Bureau of the Census. This
contingent of other-than-farm property is relatively large in the

New England States and in the States of Pennsylvania, Maryland,
Michigan, Wisconsin, and Nebraska. For these States, therefore, it

was assumed that the insurance on other-than-farm property carried

by these mutuals offsets the difference between the actual insurance

on farm property and the value of such property; in other words,
that the gross insurance in force equaled the value of the farm prop-
erty insured. For all other States the insurance in force was multi-

plied by one and one-third to arrive at the value of the farm prop-
erty insured. Figures for the value of such property, estimated in

this manner, are given in the fifth column of figures in Table 1, the

total for the United States being $12,040,022,233. All mutuals with
more than 35 per cent of their insurance representing city or village

property were considered general mutuals and were not included
among the companies here considered even though they may else-

where be classed as farmers' mutuals.
The figure just quoted, divided by the value of farm property in-

surable against fire, gives a result indicating that in the 48 States
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considered, 52.1 per cent of all such property was insured m farmers'

mutuals at the close of 1926.

Because of the lack of strict comparability as to date of the

two sets of figures which form the basis for the above ratio as

well as for the corresponding ratios for different States, the un-
certainty as to the exact amount of other-than-farm property in-

jured, and the further fact that it was necessary to estimate in

^part both the value of insurable farm property and the value of
such property insured by farmers' mutuals, the figures in columns
4, 5, and 6 of Table 1 should be considered reasonable approxima-
tions only. The fact that the risk figures which form the basis of
column 5 are later than the census figures which form the basis for
column 4 would tend to exaggerate the figures in column 6 represent-

ing ratio or percentage of insurable farm property which was insured
in farmers' mutual. This tendency is believed to be offset by the
very conservative allowance made for the excess of value of farm
property insured over and above the insurance carried on such
property. Nevertheless, the figures in these columns for>a given State

may involve an appreciable margin of error. The probability of

any substantial error in the average figures for the country as a
whole is materially smaller.

The various columns in Table 2. which give figures for expendi-
tures and annual cost of insurance per $100, are in general self-

explanatory. Considering the United States as a whole, it will be
noted that the total expenditures of the farmers' mutual fire insur-

ance companies in 1926 amounted to $25,580,022. Of this amount,
approximately $18,883,625, or nearly 74 per cent of the total, went
to pay losses, while the other $6,696,397, or about 26 per cent of

the total, was used to pay expenses of operation. The ratio between
losses and expenses varies considerably from State to State. A
high expense ratio, when accompanied by a low total cost of in-

surance brought about by careful selection and inspection of risks

and the elimination of needless losses, is in reality a mark of efficiency

rather than inefficiency on the part of the companies. Only when
a high expense ratio is associated with high total cost does it indi-

cate inefficiency in management.
Perhaps the columns to attract most attention in Table 2 are those

showing average costs per hundred dollars per year and the varia-

tion in these costs for the different States. The figures appear to

indicate that in general the lowest average costs prevail in the States
where farm property values are the greatest and where farmers'
mutual insurance is more strongly developed. It should not be con-
cluded, however, that if all farm property in the States of the East
and those of the South, where average insurance costs are relatively

high, were insured in farmers' mutual insurance companies, the aver-
age costs of insurance would necessarily show a decline from the
costs indicated in Table 2. In fact, an opposite tendency would
more likely be found since in general it is the communities with farm
property above the average for the State that now have such com-
panies. Commercial rates for insurance which are intended to
measure the relative hazard involved show even greater differences
for the various States than are indicated by the cost figures in Table
2, these rates being particularly high in the cotton States.
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The figures in these tables are as complete and as accurate as it was
found possible to make them on the basis of available official reports
supplemented by voluntary reports from individual companies.
Failure to obtain data for all farmers' mutual insurance companies
in certain States causes the figures in Table 1 to understate somewhat
the importance of this form of insurance in these States. This is

particularly true for Missouri, Indiana, and Virginia. The oniis- /

sions, due to inability to get complete data are, however, of minor f

importance when the totals for the country as a whole are considered,
and there is no reason to believe that the average-cost figures are
materially affected by these omissions even for the States just named.
With these explanations, it is believed that the statistical data pre-
sented in the tables may properly be relied upon to tell their own
story.

Table 1.

—

Farmers' mutual fire insurance: Numiber of companies, insurance in
force, and estimated] value of insurable farm property insured, by States,
December 31, 1926 1

Com-
panies

Number
of

members
or pol-

icies

Insur-
ance in
force

Value of insurable farm
property

Geographic division and States

Total
Insured by farmers'
mutual fire insur-
ance companies

Number
47
19

1

3
2
7

Thousands
41

12

2
13

2
47

Million
dollars

60
14

5

18

2
56

Million
dollars

172

80
135

208
23

161

Million
dollars

60
14

5

18

2
56

Percentage

of total 2

34 8
17

3.6
8.9
9 1

34 9

79 117 155 779 155 19.9

139
11

153

212
36

437

608
82

975

1,216
208

1,050

811
109

975

66 7
52.2

Pennsylvania -- 92.9

303 685 1,665 2,474 1,895 76.6

Ohio 118
80

218
77

202

234
156
179

233
220

770
464
567
758

1,030

1,096
782

1,435
878

1,222

1,026
619
756
758

1,030

93.7
79.0
52.7

Michigan . 86.4
Wisconsin _ ... 84.3

East North Central 695 1,022 3,589 5,413 4,189 77.4

157
152
106

40
42
65
19

217
204
163

37
33
131

149

828
961
326
115
133
744
429

1,141
1,907
860
482
550
902
829

1,104
1,282
434
153
178

743
572

96.8
67.2
50.5
31.7
32.3
82.5
69.0

West North Central 581 934 3,536 6,671 4,466 67.0

3
13

38
11

UO
13

15

10

33
55
24
38

' 19

9

]7

172

130
48
58
26
18

45
222
474
186
456
227
327
114

23
172
173
65
77
35
24

50.2/
77.4%
36.6
34.7
16.8
15.6

Georgia 7.3

103 188 469 2,051 569 27.7

1 For specific comment on individual figures see text, pp. 25 and 26.
2 The percentages have been worked from unrounded figures.
3 One of these companies has county branches.



FARMERS' MUTUAL FIRE INSURANCE 29

Table 1.

—

Farmers' mutual fire insurance: Xumber of companies, etc.—Contd.

Com-
panies

Number
of

members
or pol-

icies

Insur-
ance in
force

Value of insurable farm
property-

Geographic division and States

Total
Insured by farmers'
mutual fire insur-
ance companies

Number
18

34
2

Thousands
22
51

1

Million
dollars

48
60
2

Million
dollars

423
402
254
265

Million
dollars

65
79
3

Percentage

of total 2

15 3

Tennessee 19.7
1 2

54 74 110 1,344 147

13 8 11 275
173
441

1,109

15 5 3

Oklahoma
Texas

4
18

4

25
8

46
10

62
2.3
5.6

West South Central . - 35 37 65 1,998 87 4.3

11

9
2
4

4
12

(
4
)

10

9

31

1

32

227
170

107

263
99

80
107
45

12
41
1

42

5 2
24.2
1 5

16

Utah - - -- - - - 1 3 4 6 5 4

27 29 77 1,098 102 9.3

5

6

23

21

77
56

48
129
146

286
245
741

64
172
194

22.3
70.0
26.2

34 154 323 1,272 430 33.8

United States. 1,911 3,240 9,989 23,100 12,040 52.1

The percentages have been worked from unrounded figures. Less than 1,000.

Table 2.

—

Expenditures of farmers' mutual fire insurance companies, and an-

nual cost per $100 of insurance, oy States, 1926, icith 5-year average annual
cost, 1922-1926

Geographic division and State

Expenditures, 1926
Annual cost
per $100 of

insurance

Total Losses Operating expenses 1926 1922-1926

Thousand
dollars

292
51

14

53

8
230

Thousand
dollars

220
38
12

30
6

141

Percent-
age oftotal 1

75.2
73.7
86.7
57.5
76.4
61.4

Thousand
dollars

72
13

2

23
2

89

Percent-
age of total 1

24.8
26.3
13.3
42.5
23.6
38.6

Cents
49

38
30
29
41

42

Cents
59
41

31

31
32

Connecticut 39

New England 64S 447 , 69.0 201 31.0 43 44

1,871
311

2,498

1,492
242

1,931

79.7
77.9
77.3

379
69

567

20.3
22.1
22.7

31

38
26

34
-' New Jersev . 39

Pennsylvania 26

Middle Atlantic 4,680 3,665
j

78.3 1,015 21.7 29 29

Ohio 1,558
107

1,123
2,942
1,897

1,364
924
901

2,078
1,568

87.5
83.5
80.2
70.6
82.7

194

183
222
864
"3*29

12.5
16.5
19.8
29.4
17.3

21

24
20
39

19

21

Indiana 25
23

Michigan _ ... 39

Wisconsin 19

East North Central 8,627 6, 835 79. 2 1,792 20.8 25 26

The percentages have been worked from unrounded figures.



30 CIRCULAR 5 4, U. S. DEPARTMENT OE AGRICULTURE

Table 2.

—

Expenditures of farmers' mutual fire insurance companies, etc.—Con.

Geographic division and State

Expenditures, 1926
Annual cost
per $100 of

insurance

Total Losses Operating expenses 1926 1922-1926

Minnesota ...._.

Thousand
dollars

1,528
2,335
1,066

283
207

1,046
1,105

Thousand
dollars

1,182
1,553
889
209
147

603
642

Percent-
age-oftotal

77.3
66.5
83.4
73.7
71.2
57.7
58.1

Thousand
dollars

346
782
177

74
60

443
463

Percent-
age oftotal

22.7
33.5
16.6
26.3
28.8
42.3
41.9

Cents
19

25

33
25
17

14
27

Cents
18

25
Missouri ... 34
North Dakota .. . . 28

17
Nebraska . ._.._. 16
Kansas . ... - - 31

West North Central . ___ 7,570 5,225 69.0 2,345 31.0 22 23

79
632
475
163
191
190
112

52
378
353
122
147

143
91

65.8
59.9
74.3
74.8
77.1
75.3
81.2

27
254
122
41

44
47
21

34.2
40.1
25.7
25.2
22.9
24.7
18.8

47
39
37
34
34
69

63

37
38
41
34

North Carolina _. - 36
69
60

Florida .- - -- --- .

South Atlantic . 1,842 1,286 69.8 556 30.2 41 43

Kentucky. .. - "___.—_ 270
329

8

192
195
4

71.0
59.3
51.1

78
134

4

29.0
40.7
48.9

57
55

39

53
56
25

East South Central _ . 607 391 64.4 216 35.6 57 55

64 50 78.2 14 21.8 60 49

23

186

19

143
82.4
76.9

4
43

17.6
23.1

30
41

36
41

West South Central 273 212 77.7 61 22.3 43 42

33
86
5

67

24
60
4
37

72.1
69.9
88.2
54.8

9
26
1

30

27.9
30.1
11.8
45.2

39
29
44
21

36
Idaho .- -- 27

25
24

Utah 16 10 62.7 6 37.3 41 25

207 135 65.2 72 34.8 28 27

160
520
446

108
294
285

67.4
56.6
64.0

52
226
161

32.6
43.4
36.0

35
41
31

34
44
28

1,126 687 61.0 439 39.0 36 35

25,580 18,883 73.8 6,697 26.2 26 26
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